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What is “the Benchmark Ratio” enabling BOJ’s three dimensional easing 
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(Unit: JPY trillion)

Positive

Int. Rate

Zero

Int. Rate

Negative

Int. Rate

City  Banks 94.2 81.4 12.2 0.6

Regional Banks 17.9 14.9 2.7 0.3

Second Regional Banks 4.3 3.8 0.4 0.0

Foreign Banks 22.9 20.7 0.1 2.1

Trust Banks 28.3 15.4 2.9 10.0

Group "A" Financial Institutions 66.5 53.4 3.8 9.3

Group "B" Financial Institutions 20.0 18.9 0.3 0.9

                         (Brokerage Houses) 5.6 5.6 0.0 0.0

Total of reserves subject to Complementary

Deposit Facility
254.1 208.6 22.4 23.1

(Note)     1. Average balance from 16th February , 2016 to 15th March 2016 (reserve maintenance period).

                2. Group "A" Financial Institutions stands for those subject to reserve deposit requirement sy tem

                    and Group "B" Financial Institutions are those not subject the system.

(Source)  SMAM, based on materials of BOJ.

Current

Account

Balance

"Diagram 2: Breakdown of Current Account Balance""Diagram 1：List of Reserves applicable of Zero Interest Rate"

（1）Benchmark Balances x Benchmark Ratio

（2）Outstanding amount of required reserves

（3） Balances of “Loan Support Program” and the “Funds-Supplying

          Operation to Support Financial Institutions in Disaster Areas”

  (4) The amount outstanding of MRFs entrusted to institutions

  (5)  2 times the amount of (3) increased by financial institutions

(Source)  SMAM, based on materials of BOJ.

 

 BOJ can reduce financial institutions' current account balance at the Bank, to which a negative 

rate is applied, by raising the Benchmark Ratio.   

 Hence, impact of monetary base expansion and further lowering of negative interest rate can be 

controlled by raising the Benchmark Ratio.  

 Effect of three dimensional easing (expansion of quantitative and qualitative monetary easing 

with a negative interest rate) can be technically controlled by adjusting the Benchmark Ratio.   

 

BOJ can reduce financial institutions' current account balance at the Bank, to which a 

negative interest rate is applied, by raising the Benchmark Ratio  

 

   The Benchmark Ratio is a multiplier to the benchmark balance (BOJ’s average current account 

balance of the previous year).  Zero interest rate out of three-tier system of BOJ’s current account 

balance (positive, zero and negative rates) is applied to the amount calculated by this formula (list of 

current account balance applicable of zero interest rate is shown in Diagram 1).  In fact, current 

account balance applicable of negative interest rate can be reduced by increasing said account 

balance applicable of zero interest rate with the raise of the Benchmark Ratio.  I would like to 

explain the mechanism as below. 

 

   Current account balance applicable of negative interest rate is calculated as below;       

“i) BOJ’s current account balance – ii) Current account balance applicable of positive interest rate  

– iii) Current account balance applicable of zero interest rate”.  Current account balance applicable 

of negative interest rate will increase month by month as i) will increase every month by 

implementation of quantitative and qualitative easing, while ii) will stay almost unchanged.  

Therefore, it is possible to lower current account balance applicable of negative interest rate by 

raising the Benchmark Ratio and increasing iii).   
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Hence, impact of monetary base expansion and further lowering of negative interest rate can 

be controlled by raising the Benchmark Ratio  

 

   Now, let’s think of how to increase current account balance applicable of zero interest rate  

through examples.  Glancing at Diagram 1, we notice that item (2), outstanding amount of required 

amounts, will not change significantly as it is determined by deposit amount and item (3) and item 

(5) will not increase unless financial institutions make use of them.  While, BOJ has no control over 

item (4), MRF, securities transaction settlement account for brokerage houses.  However, for item 

(1), BOJ can raise the Benchmark Ratio at its own discretion.  In fact, it decided to raise the 

Benchmark Ratio from previous 0% to 2.5% on 11
th

 April, 2016.   

 

   Impact of this rise will be as follows.  According to BOJ, their current account balance is about 

JPY 220 trillion and as long as the Benchmark Ratio remains as 0%, there will be no current 

account balance applicable of zero interest rate, based on the following formula of “benchmark 

balance × the Benchmark Ratio”.  Meanwhile, if the Benchmark Ratio is raised to 2.5%, 

amount applicable to zero interest rate will increase by about JPY 5.5 trillion (approx. JPY 220 

trillion × 2.5%).  Therefore, even if BOJ expands monetary base or lower negative interest rate 

in the future, impact to financial institutions can be controlled by raising the Benchmark Ratio.    

 

Effect of three dimensional easing (expansion of quantitative and qualitative monetary easing 

with a negative interest rate) can be technically controlled by adjusting the Benchmark Ratio 

 

   I would like to show an example by a simple calculation.  Let’s assume that i) BOJ’s current 

account balance is JPY 260 trillion, ii) the balance under positive interest rate is JPY 210 trillion and 

iii) the balance under zero interest rate is 40 trillion based on the Benchmark Ratio of 0%.  Current 

account balance applicable of negative interest rate can be calculated as JPY 10 trillion, i.e. “i) JPY 

260 trillion – ii) JPY 210 trillion – iii) JPY 40 trillion = JPY 10 trillion”.  Currently, BOJ’s current 

account balance is increasing by 20 trillion in around 3 months. With this amount of increase, current 

account balance applicable of negative interest rate after 3 months will increase by JPY 30 trillion, 

i.e. “i) (JPY 260 trillion + JPY 20 trillion) – ii) JPY 210 trillion – iii) JPY 40 trillion =JPY 30 

trillion”.  
 

 

   Now, if the Benchmark Ratio is raised to 9.0%, BOJ’s current account balance applicable of zero 

interest rate will increase by JPY 20 trillion (approx. JPY 220 trillion × 9.0%).  Hence, current 

account balance applicable of negative interest rate after 3 months will be back to initial level of 

JPY10 trillion; “i) (JPY 260 trillion + JPY 20 trillion) – ii) JPY 210 trillion – iii) (JPY 40 trillion + 
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JPY 20 trillion) = JPY 10 trillion”.  In this way, it is possible to control the impact of expansion of 

quantitative and qualitative easing with a negative interest rate by adjusting the Benchmark Ratio.  

Meanwhile, BOJ has already decided to review the Benchmark Ratio on a quarterly basis and due to 

the hike on 11
th
 April, current account balance applicable of negative interest rate is estimated to be 

in the range of about JPY 10-30 trillion  during the April and May 2016 reserve maintenance 

periods. 

 

* Please note that this report is a translation of Japanese report written on 14
th

 April, 2016. 

 

 

 

 

 

 

Disclaimer

Please read this disclaimer carefully.
This material is for non-Japanese institutional investors only.

The research and analysis included in this report, and those opinions or judgments as outcomes thereof, are

intended to introduce or demonstrate capabilities and expertise of Sumitomo Mitsui Asset Management

Company, Ltd. (hereinafter “SMAM ”), or to provide information on investment strategies and opportunities.

Therefore this material is not intended to offer or solicit investments, provide investment advice or service, or to

be considered as disclosure documents under the Financial Instruments and Exchange Law of Japan.

The expected returns or risks in this report are calculated based upon historical data and/or estimated upon

the economic outlook at present, and should be construed no warrant of future returns and risks.

Past performance is not necessarily indicative of future results.

ŸThe simulated data or returns in this report besides the fund historical returns do not include/reflect any

investment management fees, transaction costs, or re-balancing costs, etc.

The investment products or strategies do not guarantee future results nor guarantee the principal of

investments. The investments may suffer losses and the results of investments, including such losses, belong to

the client.

The recipient of this report must make its own independent decisions regarding investments.

The opinions, outlooks and estimates in this report do not guarantee future trends or results. They constitute

SMAM’s judgment as of the date of this material and are subject to change without notice.

The awards included in this report are based on past achievements and do not guarantee future results.

The intellectual property and all rights of the benchmarks/indices belong to the publisher and the authorized

entities/individuals.

This material has been prepared by obtaining data from sources which are believed to be reliable but SMAM

can not and does not guarantee its completeness or accuracy.

All rights, titles and interests in this material and any content contained herein are the exclusive properties of

SMAM, except as otherwise stated. It is strictly prohibited from using this material for investments,

reproducing/copying this material without SMAM’s authorization, or from disclosing this material to a third party.
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